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KEY ECONOMIC INDICATORS 


Values as Stated 


INCOME, PRODUCTION, EMPLOYMENT June 30 
1974 1975 

GDP at Current Prices 

(millions new pesos) 44491 n.a. 
GDP at Constant 1961 US$ 

Millions 1,781 1,734 1,813(Estimate) 
Per Capita GDP Constant 

1961 US$ 1/ 638 Est. 632 Est. 656(Estimate) 
Plant & Equipment Investment 

(millions new pesos) 446.0 n.a. n.a. 
Industrial Production (1961=100) 120.0 118.0 127.20 
Av. Industrial Wages (1968=100)1,123.3 930.3 1,520.1 
Employment (000) 2/ 479.6 479.6 481.2 (Est.) 
Av. Unemployment Rate (%) 2/ 8.0 8.0 7.7 (Est.) 


MONEY AND PRICES 


Money Supply (millions new pesos)538.2 378.9 625. 
Public Debt Outstanding (millions 

new pesos) 311.1 181.6 560. 
External Debt (US$ millions) ‘ 713.5 910. 
Retail Sales (1970=100) ° 693.5 1,338. 
Wholesale Prices (1968=100) ° 1,055. 1,946. 


BALANCE OF PAYMENTS AND TRADE (US$ Millions) 


Gold and Foreign Exchange Reserves 225.7 210. 200. 
Balance of Payments -100.0 - 50. - 65. 
Balance of Trade -104.5 - 41. -106. 
Exports, FOB 382.2 180. 149. 
U.S. Share (in $) 15.0 5. 6. 
Imports, CIF 486.7 222. 222. 
U.S. Share (in $) 36.0 14. 29. 


i/ These figures do not reflect the still unofficial May/1975 Census. 

2/ Data available only for Montevideo 

3/ Includes unofficial figures for meat exports and petroleum imports. 

Exchange Rate as of August 28, 1975: Commercial Rate New Pesos 2.33=US$1 
Financial Rate New Pesos 2.80=US$1i 


Main Imports from U.S. - January-June, 1975 
Soybean 011 MT 6,644 ($6,907,827) 
Ammonium Phosphate MT 4,690 ($2,063,935) 
Sodium Carbonate MT 146,662 ($1,237,227) 
Alcohol MT 3,097 ($1,215,822) 
Locomotive Motors and Spare Parts ($994,456) 
Synthetic Fibers MT 2,367 ($ 729,884) 
Sulphur MT 6,756 ($767,347) 
Lubricants MT 1,353 ($657,446) 
Rayon Fibers MT 410 ($521,217) 
Vehicles and Spare Parts MT 1,510 ($295,630 
Textile Machinery and Parts ($709,570) 
Hides ($1,142,077) 

Data compiled from Central Bank and Ministry of Economy 





SUMMARY 


1975 is turning out to be as difficult a year for Uri.guay as was 
1974. The world energy crisis and its specific effects on the 
Uruguayan economy continue to be felt. Although measures were 
taken to reduce petroleum consumption the oil import bill has 
tripled. Other essential raw material imports have also increased 
in cost. Beef exports in 1974 were less than the potential 
considering the increased number of cattle on the range, but 

the total volume rose slightly as Brazil became a major customer. 
Moreover, the European Common Market, Uruguay's most important 
meat buyer, remains almost completely closed. Except for a 
surprisingly good showing by non-traditional exports the balance of 
trade deficit for 1974 of slightly over $100 million would have 
been worse. The first half of 1975 saw the trade deficit hit a 
record $107 million as meat sales fell off sharply. 


In spite of these difficulties, Uruguay should be able to cover 

its balance of payments deficit for the near future by the use of 
reserves and credits from abroad. The oil facility of the IMF will 
continue to assist the country and initial performance under the 
terms of a recently signed IMF Stand-by Agreement has been 
encouraging. The rate of inflation for the first half of 1975 

was reduced considerably and efforts are being made to control the 
government's budget deficit. Other international financial 
institutions are providing support and a consortium of American 

and European banks signed a loan in late August for $119 million. 


For the longer term, a series of large public investments should 
stimulate the economy and the policy of encouraging private 
investment and initiative will begin to bear fruit. Liberalization 
of foreign trade regulations has continued at a rapid pace. The 
government's support of export industries based on domestic raw 
materials offers U.S. capital goods suppliers an improved market 

in equipping these new industries as well as participating in the 
major infrastructure projects that are planned or underway. 


On the investment side, given continued government encouragement, 
opportunities for investment could develop in export industries 
including leather processing, textiles, quarry products, fish and 
food processing. Exploration for offshore gas and oil is expected 
to begin in early 1976. 


In spite of serious economic problems, Uruguay's prospects over the 
longer term offer opportunities to U.S. suppliers, traders and 
investors. While 1975 is likely to continue to be as difficult as 
1974, an improvement in Uruguay's position is hoped for after 1976, 
when marketing conditions for Uruguay's exports are expected to 
improve and the fruits of Uruguay's current economic reforms 
materialize. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


1975 Trade Outiook Remains Difficult: Improvement Hoped for in 1976 


Increases in agricultural production, growth of non-traditional 
manufactured exports and a Brazilian purchase of 50,000 tons of 

beef accounted for the almost 20% increase in the value of Uruguay's 
1974 exports over 1973. This favorable development was insufficient 
to offset the serious impact of the energy crisis as Uruguay is 
totally dependent on imported petroleum. With prices of other 
essential imports also rising sharply, Uruguay's 1974 trade 

deficit was just over $100 million. 


A second serious blow was the May, 1974 decision of the European 
Common Market to ban beef imports. In recent years some 40% of 
Uruguay's beef has gone to the EEC and the ban came when Uruguay 
had a large increase in available cattle. The value and volume of 
beef exports continued to fall in early 1975 and the Brazilian 
purchase has not been repeated. Meat exports for the first five 
months of the year were about 25,000 tons compared to 42,000 tons 
during January/May 1974. Although other exports have done fairly 
well this year, the trade deficit in the first half reached $107 
million due primarily to the meat situation. 


World market prices of wool, which had tripled, fell sharply in 
1974, but not to the very low 1971 and 1972 levels. Although 

only up slightly in 1975, volume of sales has been much better. 
While beef is traditionally Uruguay's number one foreign exchange 
earner, raw and semi-processed wool sales are the largest earners 
of foreign exchange to date in 1975. 


Performance Under an IMF Stand-By Agreement is Encouraging 


in spite of difficulties, Uruguay should be able to cover its 
balance of payments deficit for the near future through the use of 
reserves and credits from abroad. Despite the adverse international 
climate, Uruguay managed a slight increase (under 2%) in its GNP 

in 1974. Prospects for improvements in the balance of trade are 

not good over the short term. Petroleum and other import costs are 
expected to remain high and export possibilities will continue to 

be restricted. ' 


Under the terms of a Stand-By Agreement signed with the International 
Monetary Fund (IMF) in April, 1975, the Uruguayan Government 
committed itself to taking steps to control inflation and to reduce 
its budget deficit. Fed by a government fiscal deficit of 26% 

and imported inflation, the domestic price index rose 107% in 1974. 
Initial performance in meeting the goals agreed to with the IMF has 
been encouraging and the price index rose by a more moderate 25% 
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through June of 1975. As a whole, the economy made a credible 
showing in the first half of 1975, with GNP increasing at a rate 
of 4%. Central Bank figures show that industrial output grew 

at a 6% rate. While not spectacular, this increase is a major 
improvement compared to the years of stagnation or even negative 
growth which Uruguay has had. 


On the capital side, there has been an encouraging flow into the 
country, both from private and public sources. The sales of 
attractive dollar denominated government bonds, as well as real 
estate sales to foreigners, primarily Argentines, in the Punta 

del Este resort area have been strong points. Unsettled conditions 
in Argentina have, of course, been an important factor influencing 
capital flows. At free market prices, the almost 4 million ounces 
of gold in the country's reserves could, if used, cover deficits 

at the present level for several years. A consortium of American 
and European Banks signed a loan on August 22, 1975, for $110 
million against a pledge of about a quarter of Uruguay's gold 
reserves. In addition, Uruguay has a relatively moderate external 
debt burden and will continue to have access to significant credits 
from the international financial agencies, as well as the oil 
facility of the IMF. 


Economic Reforms Continue and Offer New Trade Opportunities 


A fundamental change in the country's prospects 1s being brought 
about by the steady and seemingly determined effort to reform 

an economic system that long before the current world recession had 
been stagnant. The thorough going reform program is based on a 
market-oriented approach intended to bring about a more efficient 
allocation of resources. The many liberalization measures include 
both internal and external trade regulations. An unconventional 
approach for a country with balance of payments problems, foreign 
trade liberalization is justified on the basis of providing export 
industries with the means to develop exports and end the country's 
chronic economic difficulties. 


The program began in 1973 when the Uruguayan government committed 
itself to eliminating many onerous, if often well intentioned, 
state controls. Domestic reforms have included the abolishment 

of consumer subsidies and some price controls, together with a 
promise of eliminating price controls completely next year if 
conditions are favorable. An industrial promotion law providing 
benefits for approved projects has been passed. Many 

of the state-owned enterprises and organizations have acquired more 
efficient management and are responding with new efficiency. 


By mid-1975, reform measures already taken affecting the external 
sector include more realistic foreign exchange rates, an attractive 
foreign investment law, a significant reduction in tariff surcharges, 
and virtually abolishing the requirement for consular invoices on 


imports. Foreign exchange controls have been almost completely 
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eliminated, and all financial (i.e. non-trade) transactions 

are covered at a freely floating exchange rate. The compulsory 
180-day import financing that had been required for several years 
was eliminated on June 1, although capital goods, as defined by 


the Central Bank, must still be financed with credits of three or 
more years. 


Of special significance is the ending on June 1, 1975, of the 
import quota system administered under a complicated system of 
"additional prior deposits" (consignaciones) ranging from 315 
to 1200 percent of the product's CIF value. 


Controls on imports into Uruguay now consist only of ordinary 
tariffs and surcharges, ranging from 10% to 200%, and a 35% 
minimum deposit (consignaci6én minima). This last is paid into 

a non-interest bearing account by the importer and returned after 
five months. It is primarily an anti-inflation measure that the 
government is rescinding as soon as feasible, sector by sector. 
Already exempted from the minimum deposit are capital goods and 
agricultural inputs whieh further supports the policy of promoting 
those industries based on domestic raw materials. 


While the total level of imports is not expected to increase 

greatly, the trade reform measures should open many new opportunities 
as old trade patterns frozen by the quota system break down and 

new suppliers enter the market. 


Agricultural Output Grows 


Agriculture provides the bulk of exports, raw materials for industry 
and a large portion of tax income. Meat and wool, in which the 
country has natural advantages, will remain for many years the 

major exports. 


Due to producers having held back productive cattle in 1973 and 1974 
in anticipation of even higher prices, by mid-1975 the cattle 
population has reached over 12 million head. Most observers believe 
this level cannot be sustained under present pasture conditions 
although a mild winter has eased the situation. Plans to reopen and 
expand the country's facilities for producing canned corned beef 
will also provide some relief. 


Production of crops such as wheat, sugar, soybeans and rice have 
increased under government stimulus (primarily by offering 
realistic, world prices to producers) to the point where Uruguay 
had exportable surpluses of wheat (70,000 tons) and rice (70,000 
tons), in 1974 and hopes to export 10,000 tons of sugar in 1975. 
An IDB project in citrus fruits is helping to expand this 
developing industry. Other fruits, notably peaches and apples 
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are also produced and exported to Brazil. Except for wheat, these 
crops are in the non-traditional category of exports. 


Non-Traditional Manufactured Exports are Doing Well and Investment 
Prospects Improve 


Encouraged by government support, the healthy increase in 1974 

(69% over 1973) in the exports of non-traditional goods is 
continuing. Manufactured leather goods (garments, luggage, purses, 
shoes) exports rose from $1.6 million in 1972 to over $12 million 
aun 1974. 1975 sales to date confirm industry optimism that 

growth will continue. Several U.S. companies are either buyers 

or potential investors in this industry. 


Two laws important to potential investors were approved in 1974. 
Repatriation of profits and capital by foreign investors is 
guaranteed by the new Foreign Investment Law. Tax and other 


incentives are granted under the terms of the Industrial Promotion 
Law. The laws demonstrate a favorable attitude toward foreign 
investment, in keeping with the country's development plans. 


Major Development Projects 


A number of major public infrastructure projects are under 
construction or planned for the near future. Many of these projects 
are being financed by the Inter-American Development Bank (IDB) or 
the World Bank and offer significant opportunities for U.S. 
suppliers of equipment and services. 


In cooperation with Argentina two bridges and a large hydroelectric 
dam (Salto Grande) spanning the river separating the two countries 
are under construction. Road connections from Argentina through 
Uruguay to Brazil will provide growing benefits as Uruguay's 
powerful industrial neighbors continue to expand. 


Over the next several years plans are also being developed for 

another large hydroelectric dam (Palmar), expansion of the 
Montevideo sewage system, modernization and expansion of the microwave 
communications network, port improvements, a study of deepwater 

port possibilities and irrigation and power dams on the Brazilian 
border. The electrical systems of Argentina and Uruguay are being 
interconnected to provide for peak load sharing. 


In the private sector, perhaps the most important development is 
the selection of Chevron for a service contract to explore for 
hydrocarbons on Uruguay's continental shelf. Barring unexpected 
delays, actual drilling should begin in early 1976. 


The IDB is studying a $20 million loan to finance the acquisition 
of fishing boats and processing plants. The fishing industry 1s 
receiving priority attention as the government hopes to increase 
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production from 20,000 to 200,000 tons over the next few years. 
In other industries, a consortium including one U.S.-owned firm 
has received permission to build a polyesther fiber plant and 
the leather processing and shoe industries are expected to 
continue their impressive growth. 


IMPLICATIONS FOR THE UNITED STATES 


At present, Uruguay is neither an important trading partner of 

the U.S. ($50 million in two-way trade) nor host to significant 
U.S. investment (about $100 million). If Uruguay continues to opt 
for reform in spite of balance of payments difficulties, U.S. 
capital equipment, raw material and spare parts suppliers will have 
increased sales opportunities. Engineering, service and construction 
firms as well as equipment suppliers should be able to compete 
successfully on the large projects which are underway or are 
scheduled to begin in the next few years. U.S. exports to Uruguay 
in the first six months of 1975 have doubled compared with the 

same period in 1974. 


The position of Uruguay between Argentina and Brazil - two rapidly 
industrializing countries - should over time offer a number of 
investment opportunities taking advantage of LAFTA complementation 
agreements or the bilateral trade pacts that have been signed. 
Uruguay's purchases for the major infrastructure projects should 
increase over the next few years. In the private sector there 
will be a growing market especially for fishing trawlers and 


equipment, refrigeration plants, shoe manufacturing and other 
leather processing equipment, food processing and packaging 
equipment and perhaps quarry machinery for granite and marble. 

As import liberalization continues, opportunities for a wide range 
of U.S. exports will be correspondingly enhanced. 


While short-term prospects for the Uruguayan economy are mixed, 

there are good reasons to believe the country will eventually 

regain its position as one of the most prosperous of the continent. 
Salto Grande and other planned hydroelectric projects will give 
Uruguay a surplus of low-cost power. Together with completion 

of the major infrastructure projects, the government's policy of 
encouraging private investment and initiative, if energetically 
applied, should succeed in reinvigorating the economy. Most 
important, Uruguay is a land-rich country and one of the areas of the 
world where food production can be increased with relatively low 


investment. 
tk U.S. GOVERNMENT PRINTING OFFICE: 1975—210-946/50 3-1 








